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Indonesia Oil and Gas sector highlights

e Long history in Indonesia (current production
predominantly from mature basins)

* Production is declining over last decade

 Became a net importer of oil in 2004

 No longer a member of OPEC

e Originator of Production Sharing Contract (“PSC”)

e Sector is big contributor to state revenues

e Strong geological prospectivity

« CBM and geothermal energy offer new opportunities

o Significant stranded gas available for commercialization
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Contribution to the economy

Qil and Gas Contribution to Domestic Revenues

Revenue

2005 494 104 21.05 %
2006 636 158 24.84 %
2007 706 125 17.71 %%
2008 979 212 21.65 %
2009 866 126 14.55 %
2010 948" 1217 12.76 %"

Source: Ministry of Finance (MOF) - Bureau of Statistics
“budgeted (APEN)
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Indonesia oil production and consumption

Indonesia Oil Production and Consumption
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Source: BP Statistical Review of World Energy June 2009 for data 1998 - 2008
Directorate General for Qil & Gas (BP Migas) for 2009 production
Business Monitor International Ltd. for 2009 consumption forecast
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Current status — is the barrel half empty, or half full?

Positives
Economic and political stability
e  Strong economic growth

 Many of the government stakeholders
understand the industry stakeholders’
concerns

 Perceived good geological prospectivity
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Negatives

Steady production decline for past decade

Latest bid rounds have received luke-warm
market response

Lack of good coordination amongst different
government stakeholders

Regulatory process still slow/uncertain
Increasing bureaucracy
Sector very politicalized
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Survey backgrouna

 The purpose of the survey is to inform the public and private sectors
in Indonesia and abroad about Indonesia's upstream petroleum
industry and to highlight some of the challenges facing the
Indonesian upstream oil and gas industry in attracting optimal
iInvestment and achieving its full potential .

* Fourth edition of survey (2010, 2008, 2005 and 2002).

« Survey questionnaire has been sent to senior management (Country
Managers, CFO, COQ, Finance Managers, etc).

« Sentto 317 individuals/76 companies operating in the Indonesian oil
and gas industry (E&P, drilling, oil field services and seismic
analysis companies).

 Received 33 responses from 32 companies (68% of Indonesia’s
2009 oil production and 38% of Indonesia’s 2009 gas production).

« Survey covered the following areas: supply/demand for oil and gas,
employment, capital expenditures, competitiveness, challenges and
several other matters.
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Survey participants’ background

and functional role

Survey participants’ functional role

Head Operations
office 6%

11%

Finance
33%

Senior/
Exec Mgt
50%
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Survey Participants’ background

Oil field
services

Drilling 39
rilling 3% —‘ 79
Seismic 3%

E&P 87%
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Top 5 challenges facing the industry

% of responses rated
iISsue as
“Significantly
Important”

2008 survey % of responses
rated issue as
“Significantly Important”

Challenge

Interference from other
government agencies, such as the 55% 30%
tax authorities

Uncertainty over cost recovery

and BP Migas / BPKP audit 48% 37%
findings

Contract sanctity 48% 32%
Corruption collusion and nepotism 0 0
(“KKNH) 30 /0 24 /0
Confusion over Law No. 22/ 2704 14%

Implementing regulations

The challenges highlighted in bold were also included in the top five challenges in our 2008 survey.

Scale of 1 to 5 (5: significant important, 3: moderately important, 1. not important at all)
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Development of top 5 challenges

over the next 12 months
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Development of top 5 challenges

over the next 1-5 years
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Are there still significant oil and gas

reserves to be discovered?

Are there still significant oil Are there still significant gas
reserves to be discovered? reserves to be discovered?
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Oil and gas reserves in Indonesia
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Oil and gas reserves in Indonesia

PricewaterhouseCoopers 28 July 2010



Most competitive features

Feature

2010 Score

2008 Score

Development

Geological opportunities (including 1.8 2.6
access to acreage)

Political stability 2.4 2.9
Trained workforce 2.5 3.4
Ease of foreign ownership 2.6 4.1
Risk premium/return on investment 2.9 3.8

The features highlighted in bold were also included in the top five competitive features in our 2008 survey.

Ratings:

1: Highly attractive
3: Neutral

5: Highly unattractive

Development
: Improving

=: Staying the same
: Deteriorating

PricewaterhouseCoopers
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Development of competitive

features over the next 12 months
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Development of competitive

features over the next 1-5 years
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Ranking Indonesia’s competitiveness

Geological Geological =
prospects prospects

(including access (including access

to acreage) to acreage)
Infrastructure — Infrastructure

Political stability Political stability =
Regulatory Regulatory =

Geological = Geological

prospects prospects

(including access (including access

to acreage) to acreage)
Infrastructure Infrastructure

Political stability Political stability =
Regulatory Regulatory
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Least competitive features

Feature 2010 Score 2008 Score Development
Regulatory frame work 34 3.1
Contract and project approval process 3.3 3.0
Existing fiscal framework 3.2 3.8
Infrastructure 3.1 3.4
Environmental regulations 3.1 3.2 =

The features highlighted in bold were also included in the top five least competitive features in our 2008 survey.

Ratings:

1: Highly attractive

3: Neutral

5: Highly unattractive

Development
: Improving

=: Staying the same
: Deteriorating
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Development of competitive

features over the next 12 months
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Development of competitive

features over the next 1-5 years
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Employment over the coming years
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Capex spending over the next 5 years
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Other challenges

Question Don’'t know/No impact

Do the recent arrests have a 60% 27% 13%
positive impact on perception of
commitment to fighting
corruption?

Do you think Indonesia is ready 9% 73% 18%
for nuclear energy?

Is CBM a viable alternative for 46% 24% 30%
domestic gas?

Should the government provide 64% 6% 30%

more incentives for the
development of geothermal
energy?

Ever considered leaving 15% 52% 33%
Indonesia?
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Some comments from participants

“Significant capital will be
needed to attain the
Governments target of 1.3
mmbo over the next few years.
This investment and

subsequent
reserves/production will be
critical for the Government to
meet its future budget goals as
well.”

“Unless the GOI significantly moves to \
honor existing agreements,
streamlines the approval, oversight
and regulation of the industry,
investment in the sector will decline
over the long term, leading to
unacceptable decreases in oil and gas

\ production”

PricewaterhouseCoopers

“As a mature
country for
exploration
activities, it is a

challenging time

to find new
reserves here.”

“Too many skilled
Indonesians are
working overseas.
Not enough skilled

Indonesians in the 5-
15 year experience

range.”

“Cost recovery changes retroactively
are unacceptable. Capping or limiting
cost recovery (investment) in the

future will not lead to the optimal
exploitation of Indonesian
hydrocarbons.”
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Some comments from participants

“Capital availability is more
difficult since the onset of the
global economic crisis.”

/ “The government needs to give the \

operators free rein to explore, procure
and put fields on stream. The government
should not get involved in
micromanagement. A foreign company
investing millions of dollars in Indonesia
should be allowed to run its business the
same way as it does in the rest of the
world. The government should lift the
restrictions on the hiring of expatriates.”

“Only positive action
by the GOI can
change the
investment climate for
he E&P industry.

“As much of the production comes from
mature basins and as costs rise in
connection with commodity prices it is
clear that capital spending will rise. In
addition, as the industry moves to
explore in frontier areas these costs will
be significantly higher.”

“Protect
contract
sanctity”
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Survey observations

 Indonesia still regarded as attractive, however “shine” seems to be
wearing off.

 Shift in sentiment: survey participants seem less optimistic, which is
not good for investments.

 Top 5 issues have remained more or less the same for a number of
years.

« Survey participants do not expect significant change (i.e.
improvement) within the next 5 years.

* Many challenges require a change in government and regulator
mindset, rather then just dialogue and further
regulatlons/amendments to laws.

* Further regulation/industry supervision does not necessarily
enhance the environment for greater upstream investment and
employment, the introduction of sophisticated technology (eg
deepwater), nor will it lead to increased production and energy
security for Indonesia. Hence the pressure is on.
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Conclusions

Overall: in order to remain competitive, it is critical
that the investment climate in Indonesia continues
to iImprove.

Positives Negatives

Economic and political stability | Contract sanctity
Strong economic growth Uncertainty over cost recovery

Geological prospectivity Slow/confusing regulatory
environment

To attract more investment Indonesia needs
regulatory Clarity, Consistency, Certainty and
Competitiveness and perhaps a change in mindset
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Questions?
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